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IT  is  becoming  more  and  more  evident  that  the  world's 
economic  recovery  hes  along  the  path  of  co-operative 
effort.  "  Bear  ye  one  another's  burdens  "  is  an  in- 
junction which,  if  carried  out,  would  solve  many  of  our 
difficulties.  In  this  Address  I  propose  to  confine  myself 
to  currency  and  financial  co-operation  applied  to  the 
countries  which  compose  the  British  Commonwealth,  and 
particularly  with  reference  to  the  trade  carried  on  between 
those  countries. 

The  British  Commonwealth  has  much  in  common,  but 
there  is  one  thing  which  stands  out  with  special  prominence 
at  the  present  time.  It  is  the  heavy  burden  of  debt 
incurred  to  enable  the  Commonwealth  to  win  the  war 
and  thus  retain  its  liberty.  It  is  part  of  the  price  paid 
for  that  which  Britons  prize  above  all  else — Freedom. 
Surely  it  would  be  most  fitting  if  this  burden  of  debt, 
incurred  for  such  a  purpose,  became  one  which  each 
country  in  the  Commonwealth  helped  the  others  to  bear. 
And  in  this  co-operation  we  should  find  that  the  burden 
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for  each  and  all  of  us  had  become  considerably  lighter. 
It  would  be  difficult,  at  least  at  the  outset,  to  deal  with 
the  whole  of  the  debt,  but  a  portion  of  it  could  be  so 
handled  as  to  convert  it  into  an  instrument  for  actually 
aiding  the  development  and  trade  of  the  Commonwealth. 

During  the  past  few  years  trade  between  the  countries 
in  the  Empire  has  suffered,  and  is  still  suffering,  from 
inability  to  deal  economically  and  successfully  with  what 
is  known  as  one-sided  trade,  that  is,  when  the  imports  of 
a  country  are  in  excess  of  its  exports,  or  its  exports  are  in 
excess  of  its  imports,  not  only  in  amount  but  particularly 
as  regards  time.  Imports  re-act  on  exports  and  vice  versa, 
and  thus  a  diminution  in  the  one  may  often  mean  a 
diminution  in  the  other.  Conversely,  anything  we  can  do 
to  aid  the  one  may  often  aid  the  other. 

When  the  gold  standard  functioned  freely,  gold,  and 
especially  the  credit  built  on  gold,  bridged  over  this  hiatus 
between  imports  and  exports.  At  present  there  is  no 
bridge  and  its  absence  has  caused  much  loss  to  trade. 
Pending  a  return  to  free  movement  in  gold,  which  the 
payment  of  our  debt  to  America  seems  bound  to  retard, 
it  is  of  very  great  importance  that  we  should  construct 
another  bridge.  And  for  trade  between  the  countries 
of  the  British  Commonwealth,  which  is  a  large  percentage 
of  the  overseas  trade  of  each,  what  more  suitable  bridge 
could  we  find  than  a  mobilised  proportion  of  the  war 
debts  of  each  country  ? 

The  debt  of  each  part  of  the  Empire  stands  high  in 
its  own  country.  This  high  standing  of  the  Empire's 
debt  is  due  to  the  efforts  that  have  been  made  by  each 
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country  to  balance  its  budget.  Some  have  succeeded 
and  even  reduced  debt,  others  have  nearly  succeeded, 
but  all  lay  it  down  as  a  guiding  principle  to  be  followed 
at  the  earliest  possible  moment. 

It  will  I  think  be  admitted  that  of  all  forms  of 
interest  bearing  debt  in  the  Empire  the  British  Treasury 
Bill  stands  highest.  In  Britain  there  is  probably  no 
manufacturer  or  trader  who  would  not  be  prepared  to  sell 
goods  against  so  eminently  liquid  a  security  as  British 
Treasury  Bills.  He  would  say  :  "  This  is  something  I  can 
readily  turn  into  legal  tender."  Now,  if,  for  example, 
Australia  had  Treasury  Bills  as  easily  realisable  in  Britain 
as  are  British  Treasury  Bills,  no  British  manufacturer  or 
trader  need  refuse  to  sell  goods  to  Australia  in  exchange 
for  such  bills ;  he  could  easily  turn  them  into  legal  tender. 
Yet  again,  if  British  Treasury  Bills  were  as  easily  realisable 
in  Australia  as  they  are  in  Britain  no  Australian  trader 
need  refuse  to  sell  goods  to  Britain  against  British  Treasury 
Bills  ;  he  could  turn  them  into  the  legal  tender  of  Australia 
without  difficulty. 

Outline  of  Proposal 

The  proposal  therefore  is  to  take  a  portion  of  the  debt 
of  each  country  in  the  Empire  and  convert  it  into  a  new 
security,  which  could  be  called  Imperial  Treasury  Bills, 
or  perhaps  a  more  appropriate  name  would  be  Empire 
Currency  Bills,  to  which  each  country  would  attach 
special  privileges.  The  arrangement  would  be  entirely 
mutual  and  in  keeping  with  that  spirit  of  true  co- 
operation which  is  the  hope  of  the  Empire's  best  develop- 
ment.   In  effect  each  country  would  say  to  the  other 
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participating  countries :  "If  you  will  confer  certain 
special  privileges  on  a  portion  of  our  debt,  we  will  confer 
similar  privileges  on  a  portion  of  your  debt."  While  an 
entirely  new  security  would  thus  be  created,  there  would 
be  no  increase  in  the  debt  but  only  a  mobilisation  of  a 
portion  of  the  debt  already  existing.  This  portion  of  the 
debt  could  be  placed  in  commission,  in  the  hands  of 
Empire  Currency  Bill  Commissioners  representative  of 
the  countries  interested.  Its  position  as  an  International 
financial  centre  and  clearing  house,  with  the  principal  bill 
market  in  the  world,  indicates  London  as  the  most  suitable 
centre  for  the  office  of  the  Commission.  The  bills  would 
be  issued  only  in  London,  but  the  machinery  could  be  so 
arranged  that  each  of  the  participating  countries  would 
have  practically  the  same  advantages. 

Leaving  details  to  be  dealt  with  later,  the  following 
are  the  main  features  of  the  scheme  : — 

1.  There  should  be  free  convertibility  as  between 
Empire  Currency  Bills  and  the  currencies  of  the  participat- 
ing countries. 

2.  Each  country  should  agree  not  to  issue  currency 
unless  against  gold  or  Empire  Currency  Bills. 

3.  Instead  of  separate  issues  of  Currency  Bills  for 
each  country,  there  should  be  only  a  single  issue,  which 
the  appointment  of  Commissioners  would  render 
practicable.  Thus  there  would  be  advantages  both  in  the 
rate  of  interest  and  in  the  mobility  of  the  bills. 

4.  One  of  the  objects  being  to  secure  the  utmost 
measure  of  negotiability,  the  most  acceptable  usance 
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would  be  three  months.  The  issue  could  with  advantage 
be  divided  into  two  sections.  One  in  the  form  of  bills  at 
three  months'  date  ;  the  other  in  the  form  of  certificates 
subject  to  three  months'  notice  of  repayment  to  be  given 
by  either  side. 

5.  The  rate  of  interest  should  be  determined  by  open 
competition  for  the  bills.  The  certificates  could  carry 
interest  based  on  the  bill  rate. 

6.  There  should  be  a  reserve  of  gold — say  5  per  cent, 
to  10  per  cent,  of  the  issue — to  be  contributed  pro  rata 
by  the  participating  countries. 

Thus  we  arrive  at  what  would  probably  prove  to  be 
the  most  acceptable  security  in  the  world — short,  freely 
negotiable,  with  a  monopoly  value  as  exchangeable  into 
the  currencies  of  the  different  countries  in  the  Empire, 
with  a  reserve  of  gold  behind  it,  and  bearing  interest  at 
the  current  rate  as  determined  by  the  free  play  of  com- 
petition. 

If  it  were  only  to  secure  a  relatively  low  rate  of  in- 
terest and  increased  mobility  for  a  portion  of  the  Empire's 
debt,  with  elasticity  for  the  internal  currency  arrange- 
ments of  each  country,  an  issue  of  Empire  Currency  Bills 
would  be  well  worth  while.  But  it  would  accomplish 
more  than  that.  The  issue  would  provide  that  indis- 
pensable bridge  between  the  currencies  of  the  Empire, 
the  absence  of  which  has  led  to  much  disorganisation  in 
the  exchanges,  to  very  high  charges  for  the  finance  of 
goods  sold  by  one  country  to  another,  and  to  the  curtail- 
ment and  indeed  sometimes  the  stoppage  of  trade. 
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With  a  scheme  of  note  issue  on  the  basis  of  Empire 
Currency  Bills  trade  need  not  necessarily  be  hampered 
because  it  happened  temporarily  to  be  one-sided ;  if 
goods  could  not  be  exchanged  for  goods  they  could  be 
exchanged  for  Empire  Currency  Bills,  until  such  time 
as  the  normal  balance  of  trade  was  restored. 

Importance  of  an  Adequate  Supply  of  Legal 
Tender 

While  we  have  spoken  about  goods  being  exchanged 
for  goods  or  for  Empire  Currency  Bills,  such  exchange 
would  not  be  effected  by  the  trader  direct  but  through 
the  intermediary  of  the  banks.  When  a  trader  in  one 
country  buys  goods  in  another  country  he  enters  into  a 
contract  to  exchange  the  legal  tender  of  the  country  from 
which  he  buys  for  goods.  This  legal  tender  he  obtains 
from  the  banks  which  have  offices  in  both  countries  and 
are  dealers  in  the  legal  tender  of  each  country. 

There  are,  of  course,  many  substitutes  for  legal  tender, 
but  they  are  only  acceptable  because  those  Vv^ho  take  them 
believe  legal  tender  can  be  obtained  for  them.  Our  credit 
system  is  built  upon  this  belief.  A  cheque  is  freely  accepted 
when  it  is  believed  that  legal  tender  can  be  obtained  for 
it  if  required.  A  bill  is  taken  if  it  is  believed  that  legal 
tender  can  be  paid  for  it  at  maturity.  Similarly,  a 
deposit  is  freely  made  with  a  bank  because  it  is  believed 
that  legal  tender  can  be  paid  for  that  deposit  when 
demanded.  The  bankers'  clearing  house,  with  its  great 
credit  economies  and  saving  in  the  use  of  legal  tender, 
nevertheless  rests  upon  the  belief  that  the  banks  which 
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are  its  members  can  meet  their  clearing  house  balances 
to  one  another  in  legal  tender  ;  and  where  there  is  no 
central  bank  they  are  so  met. 

Thus  it  is  a  fundamental  principle  of  banking,  and 
must  ever  be  the  chief  concern  of  a  banker,  to  keep  an 
adequate  supply  of  legal  tender,  or  the  means  of  obtaining 
legal  tender,  to  meet  existing  liabilities.  So  important  is 
this  question  that  some  countries  compel  their  banks  to 
maintain  a  minimum  reserve  of  legal  tender  against  their 
liabilities.  In  Britain,  where  there  has  always  been  great 
freedom  in  banking,  there  is  no  such  compulsory  arrange- 
ment, and  the  responsibility  for  maintaining  an  adequate 
•reserve  is  a  matter  for  the  management  of  each  individual 
bank.  There  are  two  points  to  be  considered  by  a  banker 
in  deciding  the  amount  of  his  reserve.  He  sizes  up  the 
nature  of  his  liabilities  and  estimates  what  he  may  be 
called  upon  to  pay,  reserving  a  good  margin  for  contin- 
gencies. He  then  takes  into  consideration  what  securities 
he  holds  that  can  be  converted  into  legal  tender  either  at 
once  or  within  a  very  short  time.  The  more  he  holds  of 
such  securities  the  less  he  need  keep  in  actual  legal  tender. 

British  Treasury  Bills  prevented  panic 
IN  1920-21 

No  security  yet  created  is  of  the  same  importance  to 
the  banker  as  the  British  Treasury  Bill.  He  can  hold  bills 
falling  due  practically  every  day  and  all  within  three 
months,  and  can  thus  regulate  his  reserve  requirements 
with  due  regard  both  to  safety  and  to  profit.  The  heavy 
break  in  prices  of  commodities,  which  set  in  nearly  two 
years  ago,  must  have  had  still  more  serious  results  in  this 
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country  but  for  the  fact  that  Treasury  Bills  were  held  in 
large  volume  by  the  banks.  The  latter  were  thus  assured 
of  obtaining  legal  tender  from  the  Government  as  the  bills 
matured,  and  consequently,  whatever  other  anxieties  they 
may  have  had,  were  able  to  keep  cool  so  far  as  their 
reserves  were  concerned.  Thus  we  were  saved  from  a 
financial  panic. 

The  Empire  Currency  Bill  Scheme  is  an  extension 
not  of  the  British  Treasury  Bill  but  of  the  British  Treasury 
Bill  system,  with  such  alterations  as  may  be  necessary  so 
as  to  embrace  the  Empire. 

Difficulties  of  Banking  with  Offices  in 
different  countries 

The  reserve  requirements  of  a  bank  operating  in  two 
or  more  countries  must  naturally  be  more  complex  than 
in  the  case  of  a  purely  domestic  institution.  The  principal 
liabilities  of  a  bank  carrying  on  business  in  England  and 
in  one  of  the  countries  making  up  the  British  Common- 
wealth are  usually  in  the  country  overseas.  For  example, 
in  Australia  there  are  banks  which  have  headquarters  in 
London  and  branches  in  Australia  ;  and  banks  with 
headquarters  in  Australia  and  a  branch  in  London.  But 
in  both  cases  the  liabilities  of  the  bank — deposits  and 
credit  balances — are  for  the  greater  part  in  Australia, 
though  to  some  extent  also  in  London.  Thus  in  order  to 
protect  these  liabilities  they  require  to  hold  an  adequate 
reserve  of  Australian  legal  tender  as  well  as  an  adequate 
reserve  of  British  legal  tender.  But  as  an  important  part 
of  their  business  is  also  the  exchanging  of  the  legal  tender 
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of  one  country  for  the  legal  tender  of  the  other,  it  is 
necessary  for  them  to  keep  additional  supplies  of  the 
legal  tender  of  both  countries. 

Although  the  legal  tender  in  each  case  may  be  called 
"  pounds,"  they  are  not  intrinsically  the  same,  nor  are 
they  at  present  definitely  linked  one  with  another.  In 
Australia  the  banks  give  so  many  Australian  pounds  for 
so  many  British  pounds,  and  in  Britain  so  many  British 
pounds  for  so  many  Australian  pounds.  An  importer  of 
British  goods  into  Australia,  having  to  pay  British  pounds 
for  them,  goes  to  his  bank  in  Australia  and  buys  British 
pounds,  giving  to  the  bank  Australian  pounds.  Or,  what 
comes  to  the  same  thing,  the  British  exporter,  having 
acquired  a  claim  on  Australian  pounds,  sells  these  pounds 
to  his  bank  in  London  for  British  pounds.  Thus  exports 
from  Britain,  or  imports  into  Australia,  give  the  bank 
Australian  pounds,  while  exports  from  Australia,  or 
imports  into  Britain,  give  the  bank  British  pounds. 


Finance  of  the  Balance  of  Trade 

When  exports  and  imports  about  balance,  in  amount 
and  in  time,  there  is  smooth  sailing.  But  when  one 
exceeds  the  other  how  is  the  excess  to  be  financed  ?  If 
imports  from  Britain  to  Australia,  for  example,  exceed  the 
exports  from  Australia  to  Britain,  the  banks  will  increase 
their  supply  of  Australian  pounds  in  Austraha  as  they 
receive  payment  for  the  excess  imports,  and  will  diminish 
their  supply  of  British  pounds  in  London  as  they  pay  for 
the  excess  exports  from  Britain.  How  long  such  one-sided 
trade  could  be  financed  would  obviously  depend  upon  the 
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banks'  supply  of  British  pounds  available  in  London  for 
this  purpose.  An  excess  of  Australian  pounds  in  Australia 
is  of  no  use  for  the  purpose,  because  Australian  pounds 
are  not  legal  tender  in  Britain. 

Now  if  the  banks  were  in  possession  of  a  security 
which  could  be  converted  into  either  British  pounds  or 
Australian  pounds,  their  position  would  at  once  be  relieved 
and  the  finance  of  trade  would  run  smoothly.  Gold  ful- 
filled this  function,  because  for  gold  legal  tender  could  be 
obtained  in  either  country.  If,  however,  in  place  of  gold, 
which  is  non-interest  bearing,  we  have  a  security  which 
carries  interest,  which  carries  interest  moreover  at  the 
current  rate,  so  that  the  banks  could  hold  the  security 
freely,  trade  should  run  more  smoothly  than  it  did  under 
gold.  Empire  Currency  Bills  would  provide  such  a 
security. 

Before  we  examine  further  the  working  of  the  Empire 
Currency  Bill  scheme,  it  is  desirable  to  consider  how 
the  balance  of  trade  within  the  Empire  has  been  financed, 
and  to  appreciate  the  cost  which  trade  in  consequence 
has  had  to  bear. 

Allowing  Exchange  to  find  its  Own  Level 

Assume — to  continue  our  illustration — that  Australia's 
imports  from  Britain  are  in  excess  of  her  exports  to  Britain, 
thus  causing  the  banks  to  accumulate  Australian  pounds 
and  to  reduce  their  stock  of  British  pounds.  If  the  exchange 
is  to  be  left  to  find  its  own  level,  the  banks  would  proceed 
to  put  up  the  price  of  British  pounds  in  Australia  and  put 
down  the  price  of  Australian  pounds  in  London.  By 
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pursuing  such  a  course  far  enough  and  long  enough 
imports  to  Australia  would  be  checked  and  exports  from 
Australia  stimulated. 

The  positive  corrective  of  stimulating  a  country's 
exports  depends  for  its  success  however  on  goods  being 
available  for  export.  Thus  such  fundamental  things  as 
seasons  and  harvests  have  to  be  reckoned  with.  In  the 
absence  of  a  bridge  over  the  gap  between  imports  and 
exports,  such  as  Empire  Currency  Bills  would  provide, 
a  country  may  perforce  have  to  resort  more  to  the  negative 
corrective  of  a  check  to  imports,  which  implies  a  curtail- 
ment of  some  other  country's  exports.  Thus  the  flow  of 
trade  would  be  interfered  with  in  both  countries. 

Hampering  Effect  of  Uncertainties  in  Exchange 

But  the  remedy  of  allowing  the  exchanges  to  find 
their  own  level  has  a  further  hampering  effect  on  trade 
owing  to  the  uncertainties  which  prevail.  It  is  claimed 
that  these  uncertainties  can  be  overcome  by  a  trader 
entering  into  a  forward  contract  with  a  bank  for  his 
exchange.  That  is  to  say,  to  take  the  case  of  India,  he 
can,  through  the  Indian  banks,  buy  rupees  for  pounds  or 
pounds  for  rupees,  for  delivery  one,  two,  three  or  more 
months  ahead.  Thus  he  is  relieved  of  the  uncertainty  of 
what  the  exchange  may  be  when  the  time  comes  for  him 
to  receive  payment  for  the  goods  he  has  sold. 

Forward  Contracts  have  to  be  Paid  For 

Needless  to  say,  however,  forward  contracts  are  a 
facility  which  have  to  be  paid  for  and  the  more  the  facility 
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is  wanted  the  more  it  costs.  If  trade  is  fairly  level,  the 
cost  of  insuring  the  rate  of  exchange  for  a  few  months 
ahead  will  be  low  ;  the  more  one-sided  trade  becomes  the 
more  will  it  cost  to  insure  forward.  Mr.  J.  M.  Keynes, 
in  the  first  Reconstruction  number  of  the  "  Manchester 
Guardian  Commercial,"  referred  to  the  Indian  banks 
having  charged  the  equivalent  of  12  per  cent,  per  annum 
for  insuring  exchange  forward. 

A  further  example  of  the  cost  of  allowing  exchanges 
to  find  their  own  level,  with  its  attendant  uncertainties, 
may  be  given.  In  April  of  this  year  the  Bank  rate  in 
India  was  8  per  cent,  against  4 J  per  cent,  in  London,  and 
the  rate  for  three  months'  Treasury  Bills  was  5|  per  cent, 
against  2|  per  cent,  in  London.  Had  there  been  a  free 
and  stable  exchange  such  an  anomaly  would  at  once  have 
been  corrected.  It  probably  would  not  have  arisen,  for 
money  would  have  moved  freely  to  India  for  short  term 
employment  in  order  to  obtain  the  higher  rate.  It  was 
prevented  from  doing  so  by  the  cost  of  bringing  it  back 
again.  Under  the  Empire  Currency  Bill  scheme  there 
would  be  parity  of  exchange  and  no  need  for  insurance 
either  for  the  trade  movement  or  the  money  movement. 
Given  acceptable  security  money  would  flow  wherever  it 
was  most  wanted. 


Method  adopted  by  Australasia  and  South 
Africa  constitutes  a  Levy  on  Trade 

The  exchanges  with  Australia,  New  Zealand  and 
South  Africa,  which  have  the  pound  for  their  currency 
unit,  are  conducted  on  a  somewhat  different  method.  In 
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these  countries  the  banks  combine  and  issue  a  tariff  at 
which  they  are  prepared  to  buy  and  sell  exchange.  There 
is  no  competition.  This  tariff  is  so  high  that  when 
reckoned  in  terms  of  interest  the  difference  between  the 
tariff  rate  and  the  normal  rate  of  interest  constitutes  in 
effect  a  levy  upon  the  whole  of  their  import  and  export 
trade. 

For  example,  according  to  the  published  current 
quotations  the  Australian  and  New  Zealand  banks  in 
London  are  sellers  of  Australian  and  New  Zealand  pounds, 
in  the  form  of  demand  drafts,  at  lOOf  and  buyers  of  three 
months'  bills  on  these  countries  at  96  J.  This  is  equivalent 
to  16J  per  cent,  per  annum.  A  year  ago  it  was  about 
20  per  cent,  per  annum.  If  we  take  the  opposite  direction, 
we  find  that  in  Australia  and  New  Zealand  the  banks  are 
sellers  of  British  pounds,  in  the  form  of  demand  drafts  on 
London  at  approximately  par,  and  buyers  of  three 
months'  bills  on  London  at  97|.  This  is  equal  to  10  per 
cent,  per  annum.  They  are  also  buyers  of  60  days'  bills 
on  London,  probably  the  more  common  usance,  at  98, 
which  is  equal  to  12  per  cent,  per  annum. 

Comparison  with  Egypt  shows  Levy  equal 
to  8  per  cent.  per  annum 

Now  what  is  the  normal  rate  of  interest  for  similar 
business  apart  from  the  uncertainties  of  exchange  ?  We 
have  an  answer  in  Egypt,  where  the  exchange  being  fixed 
at  97 J  does  not  really  enter  into  the  calculation.  Bills 
on  Egypt  are  negotiated  on  a  purely  interest  basis,  which 
at  present  is  5  per  cent,  per  annum  plus  a  small  commission. 
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Thus  the  levy  which  the  Australasian  banks  make  on  trade 
is  at  present  equal  to  about  8  per  cent,  per  annum  on  an 
average,  and  has  been  higher. 

Levy  a  Charge  on  all  Exports  and  Imports 

It  is  to  be  observed  that  this  is  a  charge  on  all  the 
external  trade  of  these  countries  and  not  merely  on 
imports  which  do  not  happen  to  coincide  with  exports 
and  vice  versa.  Trade  is  always  moving  more  or  less,  and 
there  must  be  quite  a  considerable  proportion  of  the  total 
which  is  conducted  simultaneously,  or  so  nearly  simul- 
taneously as  to  practically  eliminate  any  exchange  risk. 
And  yet  this  portion  has  also  to  bear  the  levy. 

Under  present  conditions  I  am  not  criticising  ad- 
versely the  action  of  the  banks.  They  offer  to  buy  and 
sell  exchange  with  Australia  at  a  quoted  price  without 
knowing  just  when  they  may  be  able  to  cover  a  portion 
of  their  sales  or  purchases  as  the  case  may  be.  Their 
position  may  be  compared  with  that  of  a  jobber  on  the 
Stock  Exchange.  If  the  stock  he  deals  in  has  an  uncertain 
market,  his  quotations  for  buying  and  selling  will  be 
correspondingly  wide.  At  the  close  of  the  day  his  books 
may  show  both  purchases  and  sales,  but  the  covered  part 
of  his  transactions,  as  well  as  the  uncovered,  have  had  to 
bear  the  wide  difference  between  buying  and  selling.  It 
is  however  desirable  for  people  who  trade  between  Britain 
and  the  Dominions  to  appreciate  clearly  the  cost  of  main- 
taining exchange  round  about  par.  Further,  that  parity 
of  exchange  can  be  maintained  cheaper  and  more 
effectively  and  that  a  levy  on  trade  is  absolutely  un- 
necessary. 
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Levy  does  not  even  afford  Immunity  from 
Restrictions 

But  further,  while  in  this  way  and  at  this  cost,  the 
quotations  for  exchange  with  AustraHa  and  New  Zealand 
have  been  maintained  about  par,  there  have  been  times 
when  the  quotations  in  one  direction  have  been  more  or 
less  nominal.  There  has  not  always  been  freedom  of 
movement  ;  for  a  short  time  there  was  indeed  complete 
stoppage.  Some  two  years  ago  trade  with  AustraHa  was 
very  one-sided.  Imports  into  Australia  were  in  excess 
and  consequently  the  Australian  banks  became  short  of 
British  pounds.  Although  they  made  no  change,  or 
anyhow  no  material  change,  in  their  quotations,  they 
were  compelled  to  restrict  their  purchases  of  Australian 
pounds  in  London,  and  for  a  time  even  to  cease  buying. 
At  present  the  trade  balance  is  largely  the  other  way,  and 
the  banks  have  a  surplus  of  British  pounds  with  a 
shortage  of  Australian  pounds.  Recent  cables  report 
extreme  stringency  in  Australia  causing  difficulty  in 
financing  exports  of  wool  and  other  produce. 

South  Africa 

In  South  Africa  somewhat  similar  methods  obtain, 
but  there  the  banks  have  allowed  their  quotations  to 
move  more  freely  in  accordance  with  the  trend  of  trade. 
In  1920  the  quotations  ranged  from  8  per  cent,  premium 
to  4 1  per  cent,  discount.  But  the  difference  between 
buying  and  selling  South  African  pounds  is  also  wide  and, 
as  in  the  case  of  Australia  and  New  Zealand,  constitutes 
a  levy  on  the  whole  external  trade.    In  London  the 
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South  African  banks  are  sellers  of  South  African  pounds 
by  demand  drafts  at  IJ  per  cent,  premium,  and  buyers 
of  three  months'  bills  on  South  Africa  at  IJ  percent,  dis- 
count, which  is  equal  to  13 J  per  cent,  per  annum.  In 
South  Africa  they  are  sellers  of  British  pounds  in  the  form 
of  demand  drafts  on  London  at  1|  per  cent,  discount,  and 
buyers  of  three  months'  bills  on  London  at  4^  per  cent, 
discount.    This  is  equal  to  12  per  cent,  per  annum. 

Lesson  from  co-operation  between  Railway 
^  Companies 

Perhaps  the  effect  on  trade  of  these  various  correc- 
tives, as  well  as  the  true  solution  of  the  exchange  problem, 
may  be  better  appreciated  by  an  illustration.  On  the 
Highland  Railway  from  Perth  to  Inverness  one  sees  in 
the  holiday  season  many  passenger  carriages  and  sleeping 
cars  of  other  lines,  notably  those  of  the  London  and  North 
Western  Railway.  It  is  the  season  of  one-sided  traffic. 
Let  us  however  suppose  that  the  North  Western  Railway 
had  no  arrangement  with  the  Highland  line.  The  Highland 
line  has  sufficient  carriages  for  its  ordinary  requirements 
and  it  may  even  have  some  surplus,  but  it  has  not  sufficient 
to  cope  with  this  large  one-sided  traffic.  The  London 
and  North  Western  Railway  has  ample  cars  and  carriages, 
but  in  the  absence  of  an  arrangement  they  can  proceed 
no  further  than  Perth.  Now  if  the  railways  tried  to 
adjust  matters  in  a  manner  similar  to  that  adopted  by 
the  banks  as  regards  one-sided  trade,  the  North  Western 
Railway  would  proceed  to  raise  the  fares  from  London  to 
Inverness  in  order  to  check  the  northwards  traffic  ;  the 
Highland  railway  would  lower  the  fares  from  Inverness 


to  London  so  as  to  try  to  stimulate  the  southwards  traffic. 
Probably  this  would  not  have  sufficient  effect,  for  it  is  a 
time  when  many  wish  to  go  north  and  few  want  to  go 
south.  The  North  Western  Railway  would  then  perforce 
have  to  adopt  rationing  and  establish  a  waiting  list  at 
Euston,  or  even  be  compelled  to  suspend  certain  trains, 
until  ultimately  the  traffic  is  adjusted  to  the  capacity  of 
the  Highland  Railway  carriages  to  convey  passengers 
from  Perth  to  Inverness.  The  result  of  such  methods 
would  be  that  many  who  would  otherwise  have  gone 
north  will  not  go,  either  because  of  the  additional  expense 
(which  by  the  way  would  affect  all  passengers  northwards) 
or  because  they  are  unable  to  obtain  accommodation  when 
they  want  it  or  are  unable  to  obtain  it  at  all.  The  traffic 
is  seasonal  and,  therefore,  if  fewer  passengers  go  north 
there  will  be  fewer  to  return  south  when  the  season  is 
over.  This  double  loss  of  traffic  is  a  loss  not  only  for  the 
Highland  line,  which  is  short  of  carriages,  but  also  for 
the  North  Western,  which  has  sufficient  carriages.  The 
remedy  is  the  obvious  one — for  the  two  companies  to 
enter  into  a  mutual  arrangement  so  that  the  North 
W^estern  carriages  and  cars  can  run  right  over  the  Highland 
line  to  Inverness. 

Empire  Currency  Bills  would  be  the  joint  stock 
financial  vehicles  belonging  to  the  different  countries  in 
the  Empire,  and  being  exchangeable  into  the  Empire's 
currencies,  would  be  available  to  finance  trade,  over 
whatever  line,  between  the  participating  countries. 

Egypt's  Object  Lesson 

An  ounce  of  fact  is  sometimes  worth  a  ton  of  argu- 
ment, and  fortunately  we  have  a  very  clear  object  lesson 
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of  how  smoothly  and  successfully  one-sided  trade  can  be 
handled  in  the  case  of  Egypt,  to  which  reference  has  already 
been  made.  It  will  repay  us  to  examine  the  Egyptian 
position  a  little  more  closely. 

The  notes  of  the  National  Bank  of  Egypt  form  now 
the  sole  currency  of  Egypt.  From  the  early  days  of  the 
war  they  were  made  inconvertible,  but  at  the  same  time 
care  was  taken  that  they  should  be  wholly  covered  by 
short  dated  securities.  For  much  the  greater  proportion 
of  the  note  issue  British  Treasury  Bills  are  held  as  security 
and,  with  the  exception  of  a  small  amount  of  gold,  the 
remainder  is  covered  by  securities  of  short  date.  All  are 
easily  realisable  into  sterling.  The  par  of  exchange  is  at 
the  rate  of  97  J  Egyptian  pounds  for  100  British  pounds, 
and  at  this  rate  the  National  Bank  of  Egypt,  which  has 
an  office  in  London,  is  prepared  to  pay  out  to  the  banks 
Egyptian  currency  notes  in  Egypt  against  sterling  paid  in 
in  London  ;  and  conversely,  to  receive,  also  at  the  same 
rate,  Egyptian  currency  against  a  payment  out  of  sterling 
in  London.  Thus  parity  of  exchange  is  completely  main- 
tained. The  banks  may  charge  the  public  a  small  turn  on 
either  side,  but  as  there  is  absolutely  no  exchange  risk  this 
commission  is  naturally  small. 

Heavy  Movements  in  Egypt's  Cureency 

The  currency  movement  is  sometimes  very  con- 
siderable. In  two  years  the  currency  declined  from 
£.E. 67,000,000  at  the  end  of  1919  to  £.E. 37,000,000  at  the 
end  of  1921.  In  referring  to  these  figures  in  his  report 
for  1921,  the  Governor  of  the  National  Bank  of  Egypt 
said  : — "  By  agreement  with  the  Egyptian  Government 
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the  issue  is  covered  by  the  deposit  of  British  Treasury 
Bills,  chosen  because  they  represent  practically  cash  in 
the  country  with  which  the  larger  part  of  Egypt's  foreign 
trade  is  conducted.  If  our  currency  position  were  not 
sound,  it  would  not  have  been  possible  to  meet  the  de- 
mand for  redemption  of  notes  which,  as  I  have  stated, 
has  amounted  to  30  millions  over  the  past  two  years, 
without  any  difficulty  whatever  and  without  any  effect 
upon  exchange." 

Egypt's  Trade  also  very  One-Sided. 
Comparison  with  Dominions 

The  trade  movement  in  Egypt  was  also  very  one- 
sided and  in  this  respect  was  not  unlike  the  Dominions. 
It  is  very  instructive  to  compare  the  figures  : — 


(In  millions  of  pounds). 


Imports. 

Exports. 

Excess 
Exports. 

Excess 
Imports 

Egypt 

1919-20 

£.E.87 

113 

26 

1920-21 

71 

37 

34 

Australia 

1919-20 

£99 

150 

51 

1920-21 

161 

132 

32 

New  Zealand 

1919-20 

39 

47 

8 

1920-21 

66 

51 

15 

South  Africa 

1919-20 

73 

94 

21 

1920-21 

91 

62 

29 

There  is  the  same  trend  in  the  trade  movement  in 
the  four  countries,  while  the  comparison  with  South 
Africa  is  remarkably  close.  In  1919-20  an  excess  of 
exports  from  Egypt  of  26  millions,  compared  with  21  mil- 
lions from  South  Africa,  followed  in  the  next  year  by  an 
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excess  of  imports  of  34  millions  into  Egypt  against  an 
excess  of  29  millions  in  the  case  of  South  Africa. 

Results  Compared 

And  then  the  results.  In  the  case  of  Egypt  no 
disorganisation  or  indeed  any  movement  in  the  exchange, 
and  the  rate  of  interest  at  normal.  In  the  case  of  Aus- 
tralia and  New  Zealand  the  equivalent  of  very  high  rates 
of  interest  for  financing  the  export  and  import  trades, 
and  even  then  subject  to  inability  to  handle  the  trade. 
Thus  rationing  and,  for  a  short  period,  actual  stoppage 
took  place.  For  South  Africa,  also  the  equivalent  of  very 
high  interest  rates,  with  however  more  movement  in  the 
actual  exchange  itself  and  freer  working  at  quotations. 
Although  at  the  moment  the  exchange  with  Australia, 
New  Zealand  and  South  Africa  is  close  to  parity,  the 
difference  between  buying  and  selling,  as  has  already 
been  pointed  out,  is  equal  to  10  to  16  per  cent,  per  annum 
against  5  per  cent,  for  Egypt.  Altogether,  it  would  be 
difficult  to  find  a  more  conclusive  object  lesson  than  this 
comparison  with  Egypt. 

Present  parity  with  Australasia  and  South  Africa 
unlikely  to  be  maintained 

In  August  last  the  "  Economist "  had  two  very  interest- 
ing and  able  articles  on  the  Dominion  exchanges,  from 
which  I  quote  : — "  The  present  equilibrium  of  the 
exchanges  with  Australasia  and  South  Africa  must 
therefore  be  deemed  precarious.  Really  wide  departures 
are  improbable,  unless  foolish  policies  are  pursued  ;  but 
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nothing  would  be  a  more  astonishing  coincidence  than 
the  successful  maintenance  of  exchange,  over  an  inde- 
finite future,  exactly  or  virtually  at  par/' 

Root  cause  of  difficulty  is  absence  of 
connecting  link  between  currencies 

As  a  matter  of  fact,  the  solution  of  this  exchange 
problem  is  beyond  the  power,  as  it  is  also  outside  the 
function,  of  the  banks,  although,  often  under  difficult 
conditions,  they  are  endeavouring  to  do  their  best  to 
control  the  situation.  The  root  cause  of  the  difficulty 
is  the  absence  of  co-operation  between  the  currency 
arrangements  of  the  countries  in  the  Empire.  It  is  the 
function  of  the  Governments  concerned  to  provide  a 
connecting  link,  and  then,  having  done  so,  the  finance  of 
trade  may  be  left  to  the  banks  to  carry  out. 


Egypt  points  to  a  solution,  but  purely  British 
Treasury  Bills  unsuited  for  Dominions 

Egypt  points  the  way  to  a  solution,  though  it  does 
not  provide  one  that  would  be  entirely  suitable,  perhaps 
not  even  possible,  for  the  British  Commonwealth.  Egypt 
was  able  to  adopt  British  Treasury  Bills  as  a  basis  for  its 
currency  because  of  an  enormous  war  demand  for  cotton 
at  very  high  prices.  At  the  outbreak  of  war  the  currency 
of  Egypt  mainly  consisted  of  gold,  the  National  Bank  of 
Egypt's  note  circulation  being  then  only  some  £3,000,000. 
Gold  soon  disappeared  and,  as  we  have  seen,  the  note 
circulation  rose  to  £67,000,000.  It  was  thus  an  easy 
matter  to  place  the  proceeds  in  British  Treasury  Bills  as 
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payment  was  made  in  sterling  for  the  cotton.  The  cir- 
cumstances were  entirely  exceptional. 

But  a  purely  British  Treasury  Bill  is  unsuited  as  a 
basis  for  the  currencies  of  the  Dominions,  and  that  for  two 
reasons.  One  is  political ;  the  other  economic.  As  has 
already  been  mentioned,  the  growth  and  development  of 
the  British  Empire  can  best  proceed  on  co-operative  lines., 
and  there  is  not  much  that  is  co-operative  about  a  purely 
British  Treasury  Bill.  Then  there  is  the  economic  diffi- 
culty as  to  how  the  Dominions  would  be  able  to  acquire 
a  sufficient  stock  of  British  Treasury  Bills.  They  could 
only  acquire  them  by  an  excess  of  exports. 

An  Issue  of  Empire  Currency  Bills  on 
co-operative  basis  should  overcome  difficulties 

For  the  foregoing  reasons  I  have  suggested  an  issue 
of  Empire  Currency  Bills,  in  which  each  part  of  the 
Empire,  prepared  and  ready  to  come  in,  would  have 
a  share.  The  bills  would  not  be  in  addition  to,  but 
in  substitution  for,  the  existing  debt  of  the  partici- 
pating countries.  That  is  to  say,  a  portion  of  the  existing 
debt  would  be  converted  into  Empire  Currency  Bills. 
Thus  the  respective  countries  would  not  have  to  acquire 
their  share  by  purchase  from  Great  Britain,  which  im- 
plies an  excess  of  exports.  Although  in  a  different  form, 
the  bills  may  already  be  said  to  be  in  the  possession  of 
the  participating  countries.  The  share  of  each  country 
would  form  a  part  of  that  country's  existing  debt.  It 
would  thus   only  be   necessary   for  each  country  to 
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distribute  its  share  amongst  its  own  institutions  and 
citizens. 

What  Proportion  of  Empire's  Debt  should  be 
Converted  ? 

Then  comes  the  question,  what  proportion  of  debt 
should  be  converted  into  Empire  Currency  Bills,  or  in 
other  words  what  should  be  the  total  amount  of  the  Issue  ? 
Now  this  question  is  of  very  considerable  importance. 
What  is  created  in  the  first  instance,  is,  however,  not  a 
block  of  non-interest  bearing  currency,  but  an  interest 
bearing  security  which  is  to  serve  as  a  basis  for 
currency.  If  we  were  going  to  convert  a  portion  of 
the  debt  right  away  into  a  block  of  legal  tender 
having  an  Empire-wide  circulation,  we  would  be  up 
against  a  very  difficult  proposition  in  determining 
what  should  be  the  size  of  that  block.  But  this  is 
not  the  proposal.  On  the  one  hand.  Empire  Currency 
Bills  would  be  payable  at  maturity  in  any  of  the 
currencies  of  the  participating  countries  in  the  Empire  ; 
and  on  the  other,  these  currencies  would  be  equally 
exchangeable  into  Empire  Currency  Bills.  We  could 
thus  have  elasticity — and  it  is  desirable  that  there  should 
be  very  considerable  elasticity  in  view  of  the  task  that 
lies  ahead  of  us.  The  currency  thus  created  would  not  be 
inflationary,  for  it  could  be  re-exchanged  into  what  would 
be  the  highest  security  in  the  Empire,  short  and  freely 
negotiable,  with  unique  advantages  as  a  currency  basis, 
and  bearing  interest  at  the  current  rate  as  determined 
by  the  free  play  of  competition     Common  sense  tells 
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us   that   such   a   security  would   absorb  any  surplus 
currency. 

Misconception  as  to  Inconvenience  of 
Short-dated  Debt 

Nor  would  the  size  of  the  Issue  cause  inconvenience  ^ 
to  the  Governments  concerned.  There  is  a  good  deal  of 
misconception  with  regard  to  short-dated  Government 
debt  and  the  inconvenience  it  may  cause,  a  miscon- 
ception doubtless  due  to  a  recollection  of  the  time  when 
legal  tender  and  gold  were  synonymous  terms.  In  the 
case  of  Great  Britain,  for  example,  one  frequently  hears 
some  such  remark  as  this  :  "  But  Treasury  Bills  have 
to  be  met  sometime."  If  it  is  meant  that  the  bills 
have  to  be  met  in  such  a  way  that  the  total  debt 
is  reduced,  then  this  can  only  be  brought  about  by 
taxation.  But  the  Government  has  not  contracted  to 
reduce  Treasury  Bills  by  taxation.  Its  contract  is  to  pay 
pounds  at  the  Bank  of  England  out  of  the  Consolidated 
Fund,  that  is  to  pay  in  legal  tender  or  currency  notes. 
Now  whatever  currency  notes  may  be  in  theory,  they  are 
not  in  practice  synonymous  with  gold,  nor  do  they  lead 
to  an  export  of  gold.  Payment  of  Treasury  Bills  in 
currency  notes  is  not  an  increase  of  debt  but  merely  a 
transfer  of  debt  from  one  form  to  another — from  interest 
bearing  debt  to  non-interest  bearing  debt.  If  currency 
notes  are  required  for  currency  purposes  they  will  remain 
out.  If  not  required  they  return  from  circulation  and 
through  the  banks  are  exchanged  for  interest  bearing 
Treasury  Bills. 
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Factors  in  determining  Total  Amount  of 
THE  Issue 

There  are  several  determining  factors  in  arriving  at 
the  total  amount  of  the  Issue  of  Empire  Currency  Bills. 
In  the  first  place,  there  are  the  fiduciary  portions  of 
existing  currencies.  Empire  Currency  Bills  would 
require  to  be  substituted  for  the  securities  at  present  held 
against  these  currency  issues.  This  however  is  an  inter- 
nal arrangement  for  each  country.  Then  there  should 
be  sufficient  to  afford  to  each  country  full  freedom  of 
movement  for  both  internal  trade  and  external  trade. 
The  larger  the  issue  the  better  able  will  the  banks  be  to 
bridge  over  the  hiatus  between  imports  and  exports  with 
the  participating  countries.  It  is  difficult  to  see  what 
harm  would  result  if  quite  a  liberal  view  were  taken 
of  what  is  necessary  to  provide  for  elasticity  in  the  cur- 
rency and  trade  movements  in  the  Empire. 

The  Rate  of  Interest  Factor 

There  is  the  question  of  the  rate  of  interest — the 
cost  to  the  respective  Governments.  Speaking  generally, 
the  larger  the  issue  the  higher  the  rate  and  the 
smaller  the  issue  the  lower  the  rate.  About  a  year 
ago  Great  Britain  had  an  issue  of  some  £1,200  millions 
of  Treasury  Bills  and  the  competitive  rate  was  about 
4 J  per  cent.  At  the  present  time  the  issue  has 
been  reduced  to  some  £700  millions,  and  the  rate  is 
about  2 J  per  cent.  While  the  reduction  in  the  amount 
has  not  been  the  sole  cause  of  the  lower  rate,  it  has  doubt- 
less been  an   important    factor.     But  this  movement 


26 


could  be  carried  too  far,  and  instead  of  assisting  trade  it 
might  retard  trade.  A  point  might  be  reached  when  the 
banks  would  become  less  able  to  assist  trade  through 
lack  of  elasticity  in  their  reserves. 

In  determining  the  amount  of  the  Issue  of  Empire 
Currency  Bills  elasticity  ought  not  to  be  sacrificed  to  the 
rate  of  interest. 

Provision  has  also  been  made  to  protect  the  rate  of 
interest  through  a  reserve  of  gold  to  be  contributed  pro 
rata  by  the  participating  countries.  It  need  not  be  rela- 
tively large,  perhaps  5  per  cent,  to  10  per  cent,  of  the  total 
amount  of  the  Issue.  Each  of  the  countries  already 
possesses  a  stock  of  gold,  and  a  portion  of  this  stock  could 
be  pooled  without  the  country  having  to  acquire  fresh 
gold  for  the  purpose,  nor  yet  perhaps  denuding  it  of  its 
entire  stock.  The  gold  pool  would  have  a  two-fold  effect 
on  the  cost  of  Empire  Currency  Bills.  The  very  existence 
of  a  gold  reserve  in  connection  with  the  bills  would  tend 
to  a  lower  rate,  while  in  the  event  of  the  rate  being  forced 
up  unduly,  the  gold  could  be  used  to  pay  off  for  the  time 
being  a  portion  of  the  Issue,  which  could  scarcely  fail  to 
reduce  the  rate. 

Yet  again,  the  greatly  extended  area  to  be  covered 
by  the  demand  for  Empire  Currency  Bills  should  also  be 
remembered.  The  demand  would  be  spread  over  the 
Empire,  the  compensatory  movement  would  therefore 
be  considerable,  and  a  speeding  up  in  the  Empire's  credit 
machinery  would  be  effected.  Thus  it  does  not  follow  that 
Britain  would  be  required  to  make  any  sacrifice  in  rate  com- 
pared with  what  British  Treasury  Bills  would  have  fetched. 


On  the  contrary,  the  unique  privileges  conferred  on  Empire 
Currency  Bills,  making  them  the  only  security  exchange- 
able into  the  currencies  of  any  of  the  participating  coun- 
tries, might  mean  a  lower  rate  than  that  at  which  a  purely 
British  bill  would  have  sold.  In  the  rate  of  interest  alone 
there  may  thus  be  an  actual  benefit  to  Britain,  as  there 
certainly  would  be  to  the  Dominions. 

There  would  appear  to  be  no  good  reason  why  the 
whole  of  Britain's  present  issue  of  Treasury  Bills  should 
not  be  converted  into  Empire  Currency  Bills.  This  would 
be  equal  to  about  10  per  cent,  of  Britain's  War  Debts. 
For  the  Dominions  an  even  larger  proportion  than  10  per 
cent,  of  their  War  Debts  might  be  converted.  If  asked 
for  an  opinion  I  should  be  disposed  to  say  that  a  total 
authorised  issue  for  the  whole  Empire  of  £1,000,000,000  of 
Empire  Currency  Bills  could  be  carried  at  probably  no 
higher  rate  than  that  at  which  £750,000,000  of  British 
Treasury  Bills  would  have  sold.  Against  the  increase  in  the 
amount  there  would  be  the  extended  area  for  the  demand ; 
the  unique  privileges  bestowed  on  the  bills  ;  and  the 
probable  increased  demand  owing  to  a  portion  of  the 
issue  being  in  the  form  of  Certificates  payable  at  three 
months'  notice. 

The  deposits  of  the  banks  operating  in  the  Empire, 
exclusive  of  India,  are  approximately  £3,500  millions. 
The  fiduciary  issues  of  currency  in  the  Empire,  again 
exclusive  of  India,  are  about  £340  milhons.  If  a  gold 
reserve  of  10  per  cent,  of  the  total  issue,  or  £100  millions, 
was  formed,  the  fiduciary  issues  of  currency  would  have 
to  be  increased  to  £440  millions.  Thus  with  an  issue  of 
£1,000  millions  of  Empire  Currency  Bills,  there  would 
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not  be  more  than  £560  millions  available  for  the  banks 
and  the  public.  But  there  are  banks  other  than  those 
referred  to  above  which  would  hold  the  bills,  and  there 
are  many  concerns  which  would  doubtless  desire  to  hold 
Empire  Currency  Bills  in  place  of  Treasury  Bills.  An 
Issue  of  £1,000  millions  for  the  whole  Empire  is  therefore 
probably  not  excessive.  Whatever  the  total  amount 
agreed  upon,  it  would  not  be  within  the  discretion  of  the 
Commissioners  to  increase  it,  except  with  the  consent  of 
all  the  participating  countries. 

While  thus  indicating  some  of  the  factors  which  would 
go  to  determine  the  total  amount  of  the  Issue  of  Empire 
Currency  Bills,  the  question  of  what  that  amount  should 
be  is  more  one  for  discussion  by  the  countries  interested. 

An  Indispensable  Condition 

An  indispensable  condition  would  be  the  agreement 
by  the  participating  countries  to  issue  currency  onty 
against  gold  or  Empire  Currency  Bills.  Thus  not  only 
would  the  different  countries  have  the  same  basis  for 
existing  currencies  and  for  any  expansion  of  these  cur- ' 
rencies  (India  excepted),  but  in  no  other  way  could  cur- 
rency be  obtained.  Under  these  conditions  parity  of 
exchange  as  between  the  participating  countries  would  be 
assured,  as  in  the  case  of  Egypt. 

Credit  Control — Elastic  but  Effective 

While  capable  of  affording  considerable  elasticity, 
the  measure  of  which  would  depend  upon  the  total  amount 
of  the  Issue,  Empire  Currency  Bills  would  not  prevent 
the  application  of  correctives  for  controlling  an  adverse 
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balance  of  trade  in  any  part  of  the  Empire.    The  control 
would  be  exercised  through  the  recognised  methods  of 
contraction  of  the  credit  base  and  the  rate  of  interest. 
We  sometimes  hear  an  adverse  balance  of  trade,  or  an 
excess  of  imports,  spoken  of  as  though  it  were  something 
malignant,  to  be  terminated  as  speedily  as  possible.  But 
this  is  not  necessarily  so.    It  is  surely  good  business  for 
one  country  to  buy  from  another  so  long  as  it  is  able  to 
pay  for  the  goods.    It  may  even  be  good  business  for  a 
country  to  draw  upon  its  reserves  of  credit,  or  even  to 
secure  fresh  credit  abroad,  in  order  to  buy  goods.  Imports 
lead  to  exports,  and  exports  lead  to  imports.    Free  and 
unfettered  trade  especially  between  the  countries  forming 
the  British  Commonwealth  is  of  first  importance  and  our 
aim  should  be  to  do  nothing  which  would  unduly  contract 
either  imports  or  exports.    At  the  same  time,  whether  in 
internal  trade  or  external  trade,  there  may  come  a  stage 
when  credit  requires  to  be  controlled.    This  control  is 
directly  exercised  by  the  action  of  the  banks,  which  are 
the  granters,  or,  as  Sir  Edward  Holden  called  them,  the 
manufacturers  of  credit.    What  then  causes  the  banks  to 
apply  this  control  ?  Apart  from  the  security  offered,  it  is 
just  their  fear  of  not  being  able  to  meet  their  liabilities. 
We  have  already  emphasised  this  fundamental  principle 
of    banking — the   necessity   for   keeping   an  adequate 
supply  of  legal  tender  or  the  means  of  obtaining  legal 
tender.    This  supply  of  legal  tender  is  called  the  credit 
base. 

Banks'  Reserves  would  consist  of  Legal  Tender 
PLUS  Empire  Currency  Bills 

Now,  under  the  Empire  Currency  Bill  scheme,  the 
credit  base  would  not  be  actual  legal  tender  alone,  but 
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would  in  effect  be  legal  tender  plus  Empire  Currency- 
Bills,  so  freely  would  they  be  interchangeable.  This 
is  practically  the  case  with  regard  to  the  British  banks  and 
their  holding  of  Treasury  Bills.  The  actual  cash  reserves 
of  the  London  Clearing  Banks  average  about  11  per  cent, 
of  their  liabilities,  considerably  less  than  that  held  in  free 
gold  days.  A  lower  cash  reserve  is  rendered  possible  be- 
cause of  the  banks'  large  holding  of  Treasury  Bills  or  call 
loans  on  Treasury  Bills.  Cash  and  Treasury  Bills  and  call 
loans  on  Treasury  Bills  together  represent  a  reserve  of 
probably  over  25  per  cent,  of  the  Clearing  Banks'  liabilities. 
Their  Treasury  Bills  are  maturing  daily  and  if  need  be 
could  all  be  turned  into  legal  tender  within  three  months. 

Scheme  not  Inflationary. 

The  Empire  Currency  Bill  scheme  is  not  necessarily 
inflationary.  It  is  important  to  remember  that  the 
countries  which  would  participate  have  ceased  to  borrow 
for  the  purpose  of  balancing  their  budgets,  and  that  the 
scheme  does  not  contemplate  the  creation  of  new  Govern- 
ment debt  but  merely  a  rearrangement  or  a  change  in  the 
form  of  existing  debt. 

Now  let  us  assume  that  the  Issue  of  Empire  Currency 
Bills  is  sufficient  to  allow  the  banks  to  maintain  a  reserve 
(cash  and  Empire  Currency  Bills)  of  25  per  cent,  of  their 
liabilities,  and  that  they  consider  this  percentage  their 
normal  reserve  ;  then,  that  Bank  A  is  asked  for  an  advance 
of  £100,000  and  that  to  enable  it  to  grant  the  advance  it 
relinquishes  £100,000  of  Empire  Currency  Bills.  Bank  A's 
reserve  is  thus  £100,000  short  and  its  percentage  is  reduced 
below  normal. 
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Unless  it  pays  off  some  other  advance,  in  which  case 
there  is  not  an  extension  but  only  a  transfer  of  credit, 
the  advance  results  in  an  increase  of  £100,000,  say,  in 
Bank  B's  deposits,  which  amount  is  invested  in  Empire 
Currency  Bills  thus  absorbing  what  Bank  A  has  relin- 
quished. Of  this,  £25,000  is  retained  in  reserve  and 
£75,000  is  available  for  advances.  Bank  B  is,  however, 
not  an  urgent  lender  because  the  £75,000  is  carrying 
interest  at  the  current  rate  for  that  class  of  security.  As 
opportunity  offers  Bank  B  lends  the  £75,000,  relinquishing 
the  Empire  Currency  Bills  in  order  to  do  so,  and  it  finds  its 
way  into  the  deposits  of  Bank  A.  Thus  Bank  A's  shortage 
of  £100,000  is  reduced  to  £43,000,  for  25  per  cent,  of 
the  £75,000  increase  in  deposits  has  to  be  retained  in  the 
reserve. 

In  these  transactions  we  have  an  extension  of  credit 
of  £175,000  resulting  in  the  reserves  falling  £43,000  (25  per 
cent,  of  the  extension)  below  the  normal. 

But  further,  if  credit  is  being  extended  so  as  to  cause 
prices  to  rise,  more  currency  will  be  required  for  circulation, 
and  this  can  only  be  obtained  by  diminishing  the  reserves 
of  the  banks.  Thus  on  the  one  hand  the  credit  structure 
would  be  enlarged,  while  on  the  other  hand  the  base  itself 
would  be  contracted. 

To  some  extent  this  position  might  be  rectified  by  the 
banks  of  the  participating  countries  acquiring  Empire 
Currency  Bills  from  the  public.  But  this  could  cut  both 
ways,  and  would-be  holders  might  instead  be  in  competition 
with  the  banks  to  obtain  Empire  Currency  Bills.  For 
example,  there  might  be  a  demand  for  the  bills  from  banks 
other  -than  those  operating  in  the  Empire. 


D 


32 


It  thus  cannot  be  said  that  there  is  anything  inherent 
in  the  scheme  to  cause  inflation,  but  on  the  contrary  care 
will  require  to  be  taken  to  make  it  sufficiently  elastic. 

Obviously,  if  the  Issue  of  Empire  Currency  Bills  were 
sufficiently  large  to  enable  the  banks  to  hold  a  reserve  of, 
let  us  say,  5  per  cent,  more  than  what  they  considered  to 
be  adequate,  there  would  be  more  elasticity.  If  we  assume 
that  a  reserve  of  25  per  cent,  is  adequate,  30  per  cent,  would 
afford  a  considerable  measure  of  elasticity.  But  it  by  no 
means  follows  that  even  then  inflation  would  result.  The 
additional  5  per  cent,  would  still  be  earning  interest  and 
at  the  current  rate  for  the  highest  class  of  security. 

Distance  would  be  Overcome  and  London's 
Money  Market  Brought  to  Doors  of 
Dominions 

Compared  with  present  currency  arrangements,  there 
would  be  a  further  advantage.  We  have  seen  how  inter- 
Empire  trade  can  be  hampered,  and  even  for  a  time  stopped, 
not  because  of  a  lack  of  legal  tender  but  because  of  a  lack 
of  legal  tender  in  the  right  place.  This  would  cease,  for  an 
Australian  bank's  holding  of  legal  tender  or  of  Empire 
Currency  Bills  in  London,  would  be  available  to  meet  the 
liabilities  of  the  bank  in  Australia  as  well  as  in  London  ; 
its  holding  in  Australia  would  be  available  to  meet  the 
liabilities  in  London  as  well  as  in  Australia.  Further,  if 
the  Commonwealth  Bank  of  Australia  adopted  the  practice 
of  the  National  Bank  of  Egypt  and  granted  to  the  banks 
transfers  by  cable  at  par,  issuing  currency  in  Australia 
against  the  payment  in  of  sterling  in  London,  and  paying 
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out  sterling  in  London  against  receipt  of  currency  in 
Australia,  the  resources  of  the  banks  in  either  place  would 
.become  immediately  available  against  their  liabilities  in 
the  other.  Distance  would  in  fact  be  overcome  and  the 
resources  of  the  London  money  market  would  be  brought 
to  the  very  doors  of  Australia.  Thus,  not  merely  the 
holding  of  the  Australian  banks  in  Empire  Currency  Bills, 
but  in  any  other  securities  saleable  in  London  or  acceptable 
as  cover  for  advances  in  London,  could  be  made  immedi- 
ately available  in  Australia.  Conversely,  any  surplus  in 
Australia  could  be  immediately  employed  in  London,  not 
merely  in  Empire  Currency  Bills  but  in  other  securities 
and  in  other  ways.  There  would  be  no  difference  in  the 
exchange  either  way  to  be  taken  into  account. 


Application  of  Scheme  to  an  Excess  of 
Imports 

We  are  now  in  a  position  to  apply  the  scheme  to  an 
excess  of  imports  in  the  case  of  any  one  of  the  participating 
countries.  An  excess  of  imports  has  to  be  paid  for,  and 
this  can  be  done  in  three  ways.  First,  by  legal  tender, 
which  implies  a  contraction  of  currency  in  circulation  in 
the  over-importing  country.  Secondly,  by  withdrawals 
from  deposits  or  credit  balances  with  the  banks.  Thirdly, 
by  obtaining  advances  from  the  banks. 

A  return  of  currency  from  circulation  would  not 
diminish  the  reserves  of  the  banks  (currency  plus  Empire 
Currency  Bills),  but  it  would  not  increase  them.  An  excess 
of  exports  from  Britain  to  Australia,  to  revert  to  our 
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previous  example,  would  be  met  in  the  first  instance  by  a 
diminution  in  the  Australian  banks'  holding  of  Empire 
Currency  Bills  in  order  to  pay  for  the  goods  in  London. 
To  the  extent  that  in  Australia  the  banks  receive  payment, 
directly  or  indirectly,  in  currency,  they  would  be  in  a 
position  to  replace  the  Currency  Bills.  But  the  issue 
department  of  the  Commonwealth  Bank  (the  sole  issuer 
of  notes  in  Australia)  would  hold  so  much  less  in  Empire 
Currency  Bills.  The  bankers  of  the  exporters  in  London, 
having  received  payment  for  the  exports,  would  be  in  a 
position  to  take  up  the  Currency  Bills  which  the  Common- 
wealth Bank  had  relinquished.  To  this  extent  the 
transactions  would  be  settled  quite  simply — Britain  would 
have  sold  so  much  goods  and  received  in  exchange  that 
most  acceptable  security.  Empire  Currency  Bills.  The 
control  would  be  in  the  growing  scarcity  of  currency  in 
Australia. 

But  to  the  extent  that  the  excess  of  imports  were  met 
by  the  deposits  of  Australian  banks  being  drawn  upon, 
or  by  an  increase  in  their  advances,  they  would  not  be  in 
a  position  to  replace  their  Empire  Currency  Bills.  Again 
the  transactions  would  resolve  themselves  into  an  exchange 
of  goods  for  Empire  Currency  Bills.    But  how  long  this 
could  go  on  would  depend  on  the  position  of  the  Australian 
banks  with  regard  to  their  holding  of  Empire  Currency 
Bills.     Their  reserve  percentage  would  decline  and  it 
would  be  for  them  to  decide  at  what  point  they  should 
put  in   force  the   recognised  correctives,  namely,  the 
raising  of  the  rate  of  interest  and  the  restriction  of 
advances.    In  this  connection  it  would  be  desirable  if  the 
banks  in  the  participating  countries  issued  a  monthly 
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statement  showing  at  least  their  holding  of  cash  and 
Empire  Currency  Bills  in  relation  to  liabilities. 

An  Excess  of  Exports 

An  over-importing  country  swings  round  and  becomes 
for  the  time  being  an  over-exporting  country,  as  the  figures 
already  quoted  show.  When  that  time  came,  Australia, 
to  continue  our  example,  would  acquire  Empire  Currency 
Bills.  If  the  reserves  of  her  banks  had  been  depleted  by 
an  excess  of  imports  the  position  would  be  rectified  by  an 
excess  of  exports.  If  the  flow  of  exports  continued  the 
banks  would  acquire  even  more  than  their  normal  per- 
centage (cash  and  Empire  Currency  Bills).  But  here 
again  the  surplus  can  immediately  be  employed  either  in 
Empire  Currency  Bills  or  in  any  of  the  numerous  suitable 
securities  which  the  London  market  offers.  As  we  have 
seen,  the  London  market  would  be  brought  to  the  very 
doors  of  Australia. 

Nor  must  we  forget  that  if  one  country  is  over- 
exporting  it  implies  that  another  country  is  over-importing. 
If,  for  example,  Australia  is  selling  large  quantities  of  wool 
to  Britain  and  in  exchange  for  the  wool  her  banks  are 
acquiring  Empire  Currency  Bills  or  other  securities  in 
London,  the  London  banks  have  to  pay  for  the  wool.  Thus 
the  deposits  of  the  London  banks  are  being  diminished, 
or  their  advances  increased,  and  in  consequence  their 
demand  for  Empire  Currency  Bills  falls  off,  or  they  are 
sellers  of  securities.    Thus  demand  and  supply  coincide. 

Modus  Operandi 

Reference  may  now  be  made  to  the  modus  operandi 
of  the  scheme.    It  is  a  subject  open  to  many  suggestions, 
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to  ^yhieh  I  will  attempt  to  contribute  my  quota.  They  ; 
can  be  conveniently  grouped  round  three  heads  : — 

1st.  How  the  Empire  Currency  Bills  are  to  be 
;  created. 

2nd.  How  they  are  to  be  sold. 

3rd.  How  they  are  to  be  paid  or  renewed. 

Creation  of  Empire  Currency  Bills 

It  is  proposed  that  there  should  be  appointed  Empire 
Currency  Bill  Commissioners,  representative  of  the  parti- 
cipating countries,  and  duly  authorised  by  their  respective 
Governments.  Their  office  would  be  in  London  where 
they  would  also  have  custody  of  the  gold  reserve.  There 
ate  at  least  two  ways  in  which  this  commission  could  issue 
the  bills.  They  could  hold  in  trust  the  agreed  proportion 
of  the  debt  of  each  country,  against  which  Empire  Cur- 
rency Bills  are  to  be  issued,  along  with  the  agreed  per-' 
centage  of  gold  to  be  contributed  by  each  country.  The 
existing  form  of  debt  would  thus  not  be  cancelled  and  the 
Commissioners  would  receive  the  interest  which  it  carries. 
In  all  likelihood  the  interest  on  the  debt,  after  allowing 
for  expenses,  including  holding  the  non-interest  bearing 
gold,  would  be  greater  than  the  cost  of  issuing  Currency 
Bills.  Any  profit  could  either  be  added  to  the  gold  reserve 
or  paid  to  the  respective  Governments. 

Another — and  I  venture  to  think  a  preferable — way 
would  be  for  the  Commissioners  to  be  duly  authorised,  by 
whatever  Acts  of  Parliament  may  be  found  necessary  for 
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the  purpose,  to  issue  Empire  Currency  Bills  as  a  direct 
security  and  in  conjunction  with  the  other  Commissioners, 
the  bills  to  state  the  percentage  for  which  each  Government 
is  responsible.  A  corresponding  amount  of  the  debt  of 
each  country  would  be  paid  off  out  of  the  proceeds  of  the 
Empire  Currency  Bills.  In  Britain,  for  example,  it  would 
largely  resolve  itself  into  Empire  Currency  Bills  being 
substituted  for  British  Treasury  Bills,  the  issue  of  which 
would  then  be  correspondingly  reduced  or  perhaps  with- 
drawn. 

It  could  be  left  to  each  country  to  distribute  its  share 
of  Empire  Currency  Bills  amongst  its  nationals  in  the 
first  instance.  In  order  of  priority  would  come  the  sub- 
stitution for  securities  held  against  the  fiduciary  issues  of 
currencies.  Next  in  importance  would  be  to  supply  the 
banks  ;  as  we  have  seen  Empire  Currency  Bills  would  be 
an  indispensable  part  of  their  machinery.  Further,  there 
would  doubtless  also  be  some  of  the  general  public  who 
would  desire  to  hold  them.  Probably  the  simpler  method 
of  distribution  in  the  first  instance  would  be  for  each 
Government  to  sell  the  balance  of  its  share  after  providing 
for  its  fiduciary  issues  of  currency,  and  apply  the  proceeds 
in  paying  off  debt. 

The  most  suitable  currency  for  the  bills  would  probably 
be  at  three  months.  It  would  be  desirable  to  divide  the 
Issue  into  equal  amounts  per  week  spread  over  the  three 
months.  Thus  there  would  be  a  regular  series  of  maturities. 
If  the  bills  are  at  three  months  the  respective  Governments 
should  undertake  to  pay  to  the  Commissioners  quarterly 
the  share  of  the  interest  and  expenses  for  which  each 
Government  is  responsible. 


38 


Sale  of  Empire  Currency  Bills 

In  referring  to  the  total  amount  of  the  Issue  two 
main  purposes  were  stated.  First,  to  provide  cover 
against  the  issue  of  currencies  ;  and  second,  to  afford  a 
full  measure  of  elasticity  to  the  trade  movement,  both 
internal  and  between  the  countries  in  the  British  Common- 
wealth. If  it  is  made  compulsory  that  the  Issuers  of 
currency  in  the  Empire  should  hold  Empire  Currency 
Bills,  it  is  desirable  that  every  facility  should  be  afforded 
them  both  to  acquire  and  to  relinquish  the  bills  as  their 
issues  of  currency  go  up  or  down. 

If,  for  example,  we  assume  that  the  total  issue  of 
Empire  Currency  Bills  agreed  upon  by  the  respective 
Governments  is  £1,000  millions,  and  that  at  a  given 
moment  £400  millions  are  required  to  cover  fiduciary 
issues  of  currency,  then  the  amount  available  for  the 
banks  and  the  public  would  be  £600  millions.  If  the 
currency  circulation  in  the  Empire  increased  by,  let  us 
say,  £2  millions  net,  the  amount  of  Empire  Currency 
Bills  then  available  for  the  banks  and  the  public  would 
be  reduced  to  £598  millions.  If  on  the  other  hand  the 
currency  declined  by  £2  millions,  the  amount  of  Empire 
Currency  Bills  available  would  be  increased  to  £602 
millions. 

The  more  simple  way  to  adjust  this  would  be  for  the 
issuers  of  currency,  such  as  the  "  Lords  Commissioners 
of  His  Majesty's  Treasury,"  the  Commonwealth  Bank 
of  Australia,  or  the  Reserve  Bank  of  South  Africa,  to  keep 
ledger  accounts  with  the  Empire  Currency  Bill  Commis- 
sioners.   The  balances  of  these  accounts  could  be  adjusted 
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to  their  currency  notes  outstanding,  and  interest  could 
be  allowed  at — say — a  fraction  under  the  average  rate  at 
which  Empire  Currency  Bills  had  been  sold  by  open 
competition.  The  Empire  Currency  Bill  Commissioners 
would  also  adjust  their  weekly  offerings  of  bills.  Suppose 
that  the  weekly  offering  was  £50,000,000,  and  that 
Australian  currency  showed  a  decline  of  £1,000,000,  South 
African  a  decline  of  £1,000,000,  and  British  an  increase 
of  £4,000,000,  or  a  net  increase  of  £2,000,000  in  the 
currencies  of  the  participating  countries.  Instead  of  Aus- 
tralia and  South  Africa  disposing  of  £1,000,000  each,  and 
Britain  acquiring  £4,000,000,  of  Empire  Currency  Bills, 
the  accounts  of  Australia  and  South  Africa  with  the 
Commissioners  would  each  be  debited  £1,000,000  and  the 
account  of  Great  Britain  credited  £4,000,000.  The 
Commissioners  would  then  reduce  the  amount  of  Empire 
Currency  Bills  to  be  offered  by  £2,000,000  to  £48,000,000 
for  the  week,  showing  at  the  same  time  how  the  reduction 
was  arrived  at. 

A  considerable  proportion  of  the  bills  would  be  put 
up  for  sale  by  tender  in  London,  and  these  would  be 
tendered  for  principally  by  the  banks  and  the  money  mar- 
ket. The  majority  of  the  banks  in  the  Dominions  have 
London  offices,  and  those  which  have  not  have  London 
agents  who  could  tender  for  them.  The  tendency  would 
also  probably  be  to  retain  the  bills  in  London  as  affording 
the  freest  market. 

But  there  are  additional  purchasers  to  be  considered. 
Others  in  the  Dominions  may  desire  to  hold  Empire  Cur- 
rency Bills.  It  should  be  possible  to  devise  a  form  of 
Certificate,  which,  while  giving  physical  possession,  would 
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obviate  the  necessity  of  constant  transmission  backwards 
and  forwards,  as  well  as  of  tendering  for  renewal  as  the 
bills  mature.  I  would  suggest  that  such  Certificates 
might  be  subject  to  three  months'  notice  of  re-payment, 
to  be  given  by  either  side,  and  that  they  should  carry 
interest  based  on  the  average  competitive  rate  for  Empire 
Currency  Bills — say  a  fraction  below.  The  bill  portion  of 
the  issue  should  however  be  kept  sufficiently  large  to  allow 
of  a  very  free  and  active  market  in  the  bills. 

Payment  or  Renewal  of  Empire  Currency  Bills 

Empire  Currency  Bills,  with  their  exclusive  privileges, 
would  be  indispensable  for  banks  and  kindred  institutions, 
and  there  would  doubtless  be  others  for  whom  they  would 
form  a  desirable  investment.  The  question  of  their  re- 
newal would  be  a  matter  of  rate.  Generally  speaking  the 
bills  could  be  left  to  the  free  play  of  competition. 

Importance  of  Compensatory  Action  of  Crop  and 
Trade  Movement  throughout  the  Empire 

The  competition  for  the  bills  would  come  from  over 
an  Empire  where  seasons  differ  and  where  crops  are 
harvested  and  moved  at  different  periods,  a  demand  for 
currency  arising  in  one  part  as  the  demand  had  slackened 
in  another  part.  Taking  the  wheat  crop  as  an  example, 
we  find  that  it  is  harvested  in  March  to  May  in  Egypt 
and  India  ;  in  July  and  August  in  Canada  ;  in  August  to 
October  in  Britain  ;  in  December  in  South  Africa  and 
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New  Zealand  ;  and  in  December  and  January  in  Aus- 
tralia. 

The  movement  in  the  trade  of  the  Empire  would  also 
be  compensatory.  If  one  country  is  over-importing  and 
thus  relinquishing  its  Empire  Currency  Bills,  another 
country  will  be  over-exporting  and  thus  be  in  a  position 
to  increase  its  holding.  Free  competition  and  free  access 
by  the  different  countries  to  the  market  for  Empire  Cur- 
rency Bills,  in  some  such  way  as  has  been  described,  should 
therefore  lead  to  considerable  compensatory  action  in  the 
demand.  It  is  more  than  likely  that  the  result  of  this 
action  would  be  a  wonderfully  steady  market. 

A  Gold  Reserve 

Provision,  however,  has  also  been  made  for  a  gold 
reserve,  from  5  per  cent,  to  10  per  cent,  of  the  total  issue 
of  Empire  Currency  Bills  being  suggested.  The  value  of 
a  reserve  is  inherent  in  the  security  although  it  may  not 
be  necessary  to  use  it  much.  It  would  probably  not  be 
desirable  that  the  Commissioners  should  interfere  often 
in  the  rate  of  interest  by  using  the  gold  reserve.  If  left 
to  its  free  automatic  action  the  Empire  Currency  Bill 
machine  should  bring  about  the  corrective  for  extended 
credit,  namely  a  higher  rate  of  interest  (we  are  here 
referring  to  a  higher  rate  over  the  whole  area  of  the 
Commonwealth).  But  in  the  days  of  the  free  gold 
movement  the  full  effects  of  this  corrective  was  tempered 
by  the  ameliorating  influence  of  imports  of  gold.  We  are 
now  removed  from  that  influence,  and  the  nearest 
approach  to  it  is  when  the  British  Government  borrows 
from  the  Bank  of  England  on  Ways  and  Means  advances. 
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This  increases  the  actual  supply  of  cash  in  the  London 
money  market,  but  it  does  so  at  the  expense  of  the  Bank 
of  England.  The  Bank  of  England's  liabihties  are 
increased  by  the  consequent  increase  in  the  bankers' 
balances  which  it  holds ;  but  as  the  Bank's  reserve  is  not 
increased  the  Bank  of  England's  position  is  weakened. 

Ameliorating  Influence  of  Gold  ImporIs 
could  be  restored 

The  Commissioners,  through  having  a  gold  reserve, 
would  be  in  a  position  to  restore  the  ameliorating 
influence  of  gold  imports.  If  trade  is  to  benefit  to  the 
full  extent  as  the  development  of  the  Empire  proceeds, 
it  is  important  that  it  should  not  be  unnecessarily  pulled 
up  by  money  squeezes.  For  example,  normally  one  of  the 
main  causes  in  the  increase  of  a  demand  for  money  and 
consequent  increase  in  the  rate  of  interest  is  the  harvest- 
ing and  moving  of  the  crops.  And  yet  this  is  a  wholly 
beneficent  operation  which  everything  should  be  done  to 
assist  and  nothing  to  hinder.  Geographically  the 
countries  which  compose  the  British  Commonwealth  are 
so  placed  that  they  could  co-operate  with  one  another 
with  great  advantage  in  the  finance  of  harvesting 
operations  and  crop  movements.  As  has  already  been 
pointed  out,  crops  are  being  harvested  and  moved  some- 
where in  the  Empire  right  through  the  year.  Money  used 
for  this  purpose  is  thus  being  set  free  in  one  part  as  the 
demand  springs  up  in  another  part. 

Should  it  be  necessary  for  the  Commissioners  to  use 
the  gold  reserve,  on  the  competitive  rate  of  interest  being 
considered  unduly  high,  the  Commissioners  could  pay  in 
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gold  to  their  account  with  the  Bank  of  England  and  retire 
a  corresponding  amount  of  Empire  Currency  Bills.  This 
would  ease  the  situation  by  increasing  the  supply  of 
money  in  the  market,  by  increasing  the  Bank  of  England's 
reserve,  and  by  reducing  the  amount  of  Empire  Currency 
Bills  on  offer.  When  the  need  had  passed,  the  gold  could 
be  withdrawn  from  the  Bank  of  England  and  the  bills 
correspondingly  increased.  While  the  gold  reserve  would 
be  under  the  control  of  the  Commissioners,  they  would 
probably  find  it  advantageous  to  consult  with  the  Bank 
of  England  before  taking  action. 

Bank  of  England's  Position  need  not  be  interfered 

WITH 

The  position  of  the  Bank  of  England  is  unique.  Its 
note  is  practically  a  gold  note.  Indeed  so  far  as  its  actual 
circulation  is  concerned  the  note  is  at  the  moment  wholly 
covered  by  gold.  The  prestige  of  the  Bank  of  England 
all  over  the  world  was  probably  never  higher  than  it  is 
to-day.  Such  a  position  should  not  be  lightly  disturbed, 
nor  is  there  any  reason  why  it  need  be  disturbed  by  the 
Empire  Currency  Bill  scheme.  The  part  of  Britain's 
currency  which  would  be  included  in  that  scheme  would 
be  the  Treasury  note  issue.  Treasury  notes  could  then 
only  expand  or  contract  as  Empire  Currency  Bills  were 
held  or  withdrawn. 

Scheme  based  on  utmost  Freedom  of  Action  for 
Governments 

The  question  may  be  asked  whether  any  of  the 
Governments  of  the  participating  countries  would  be  at 
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liberty  to  issue  Treasury  Bills.  It  is,  I  think,  undesirable 
to  impose  restrictions  on  the  action  of  the  Governments. 
The  scheme  is  based  on  the  utmost  freedom  of  action. 
There  is  only  one  restrictive  clause  and  that  is  for  regulat- 
ing the  issue  of  currency.  This  of  course  is  fundamental. 
If  any  Government  therefore  issues  Treasury  Bills,  or  any 
other  form  of  debt  for  that  matter,  its  action  would  be 
subject  to  an  automatic  control  in  that  it  could  only  re- 
pay its  debt  in  legal  tender,  and  that  legal  tender  could 
only  be  obtained  through  Empire  Currency  Bills.  It 
might  however  be  regarded  as  an  understood  thing  that 
no  Government  would  issue  Treasury  Bills  at  so  short  a 
currency  as  three  months. 

There  would  also  be  entire  freedom  as  to  whether  any 
country  should  come  into  the  scheme,  or,  having  come  in, 
as  to  retiring  from  it  on  giving  adequate  notice  and  pro- 
viding for  its  share  of  Empire  Currency  Bills.  Nor  need 
this  latter  be  so  difficult  an  operation  ;  it  would  have  been 
the  country's  own  debt  that  in  the  first  instance  was  con- 
verted into  its  share  of  Empire  Currency  Bills.  This 
share  was  issued  to  its  own  institutions  and  citizens,  and 
thus  it  would  be  a  matter  for  the  country  wishing  to 
withdraw  to  arrange  with  them  as  to  how  this  could  best 
be  done.  It  is  difficult  to  conceive  of  any  country  being 
desirous  to  withdraw,  and  to  re-exchange  a  security  with 
so  many  advantages  for  a  purely  local  security.  But  it 
should  be  free  to  do  so. 

Australasia  and  South  Africa 

So  far  as  Australia,  New  Zealand  and  South  Africa 
are  concerned  there  are  apparently  no  inherent  obstacles 
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to  their  co-operating  with  Britain  in  an  issue  of  Empire 
Currency  Bills,  provided  all  four  countries  are  desirous  of 
doing  so. 

Currency  co-operation  has  indeed  special  interest 
for  South  Africa.  British  West  Africa,  the  Crown 
Colonies  and  the  Mandated  possessions  on  the  Eastern 
side  of  the  Continent  have  adopted  British  sterling. 
Egypt,  and  with  it  the  Sudan,  is,  as  we  have  seen, 
linked  to  sterling  in  a  most  effective  manner.  It  is  only 
with  the  Union  of  South  Africa  that  the  connecting  link 
is  absent.  Therefore,  co-operation  on  the  part  of  South 
Africa  would  place  a  great  part  of  the  African  Continent 
on  a  common  currency  basis.  In  view  of  the  scope  for 
development  which  Africa  offers  such  co-operation  could 
not  fail  to  have  important  results,  and  that  not  merely  on 
trade  between  Africa  and  the  other  participating  countries 
in  the  Empire,  but  also  on  the  internal  trade  and  develop- 
ment of  the  African  Continent. 


Canada 

Conceivably  however  Canada  might  require  more 
time  for  consideration.  For  Canada  there  are  more  pros 
and  cons  to  be  weighed.  The  mere  fact  that  Canada's 
currency  unit  is  called  a  dollar  and  that  of  the  other 
countries  a  pound  is  not  the  difficulty.  Nor  would  it  be 
necessary  for  Canada  to  substitute  the  pound  for  the 
dollar.  The  present  difficulty  is  the  fixing  of  a  ratio 
between  the  pound  and  the  Canadian  dollar,  but  in 
course  of  time  the  premium  on  the  Canadian  dollar  is 
likely  to  disappear.     If   participating   in   the  scheme 
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Canada  would  have  the  advantage  in  finance  of  the  free 
flow  of  capital  from  London — from  the  Empire  in  fact, 
for  moneys  not  required  in  any  other  part  of  the  Empire 
would  concentrate  in  London,  in  the  manner  already 
described,  and  become  immediately  available  should  they 
be  required  in  Canada.  This  might  well  prove  a  very 
valuable  thing,  especially  for  harvesting  and  moving  the 
crops,  an  operation  of  great  importance  to  Canada.  The 
advantage  would  be  all  the  greater  in  that  Canada's 
harvests  do  not  coincide  with  those  of  Australia,  New 
Zealand  or  South  Africa. 

While  Canada  would  have  a  fixed  exchange  with  the 
other  countries  in  the  Empire,  for  the  same  conditions 
would  obtain,  her  exchange  with  the  United  States  would 
fluctuate  in  accordance  with  the  sterling-dollar  exchange. 

Canada's  participation  is,  however,  a  question  for 
Canada  to  weigh  carefully  and  decide  upon.  Mention  has 
been  made  of  an  issue  of  Empire  Currency  Bills  of  £1,000 
millions  for  the  whole  Empire.  Should  Canada  desire  to 
postpone  her  decision,  the  amount  of  her  participation 
could  nevertheless  be  agreed  upon.  If  we  suppose  it  to  be 
£100  millions,  the  issue  of  £900  millions  for  the  rest  of  the 
Empire  could  be  proceeded  with  and  Canada's  place  in 
the  scheme  held  open.  That  is  to  say,  while  the  authorised 
issue  would  be  £1,000  millions,  the  actual  issue  for  the 
time  being  could  be  £900  millions,  with  £100  millions 
reserved  for  Canada. 

India 

In  the  Dominions  the  currency  situation  is  compara- 
tively simple  ;  in  India  it  is  complex.   In  India  we  have  a 
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very  important  element  in  the  currency  which  is  foreign  to 
Britain  or  the  Dominions,  viz.  :  silver.  Gold  no  longer 
functions  as  currency  in  India,  although  it  is  held  in  the 
currency  note  reserve.  But  the  silver  rupee,  although  a 
token  circulating  at  present  at  some  20  per  cent,  above 
its  intrinsic  value,  is  legal  tender  for  any  amount,  and 
probably  still  constitutes  the  main  part  of  India's  active 
currency.  At  the  same  time,  the  circulation  of  currency 
notes  is  now  also  very  considerable  and  they  are  con- 
vertible, not  merely  in  theory  but  in  practice,  into  silver 
rupees.  The  currency  note  statement  of  7th  September, 
1922  showed  : — 

Note  circulation      ..        ..    Rs.  1,814,200,000 
Covered  by — 

Silver    Rs.  879,500,000 

Gold    243,200,000 

Indian  Government  Securi- 
ties (mainly  Treasury 
Bills)   633,000,000 

British  Government  Securi- 
ties   58,500,000 


Now  if  the  Government  of  India  is  to  provide  con- 
vertibility for  its  notes  not  only  into  silver  rupees  but 
also  into  pounds,  it  is  necessary  for  the  Government  to 
maintain  an  adequate  reserve  of  both  silver  rupees  and 
pounds.  A  glance  at  the  currency  statement  would  show 
that  while  there  appears  to  be  an  adequate  reserve  of  silver, 
the  reserve  of  sterling  is  inadequate.    The  Indian  Govern- 
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ment  possesses,  however,  a  separate  sterling  reserve  of 
some  £40,000,000  (equal  at  Is.  4d.  to  Rs.  600,000,000) 
representing  the  profit  on  previous  coinages  of  rupees. 
This  is  known  as  the  Gold  Standard  Reserve,"  and  it 
was  accumulated  for  the  express  purpose  of  converting 
rupees  into  sterling.  If,  in  addition,  the  Rs.  691,000,000 
of  Government  securities  held  in  the  currency  reserve 
were  converted  into  Empire  Currency  Bills,  then  we  would 
appear  to  have  a  reserve  sufficient  to  ensure  convertibility 
of  the  notes  into  sterling.  The  sterling  and  gold  would 
then  aggregate  Rs.  1,534,000,000  against  a  note  circulation 
of  Rs.  1,814,000,000. 


The  Unknown  Factor  in  India's  Currency 

But  there  is  a  further  factor  to  be  taken  into 
account — the  silver  rupees,  and  not  only  those  in  active 
circulation  but  also  those  that  lie  dormant  in  India. 
There  must  be  here  a  large  unknown  factor — unknown 
as  to  amount  and  unknown  as  to  how  and  when  the 
dormant  rupees  might  become  active.  Mr.  Dadiba 
Merwanjee  Dalai,  a  member  of  the  last  Indian  Currency 
Committee  and  a  large  dealer  in  bullion,  said,  in  his 

minority  report  of  that  Committee  :  "In  India  

the  total  amount  of  silver  currency  is  far  in  excess  of 
the  quantity  in  actual  circulation  and  held  against  the 
note  issue.  It  is  estimated  that  there  are  about 
3,000,000,000  to  4,000,000,000  of  rupees  in  India." 
Let  us  take  the  middle  figure  and  then  compare  the 
Indian  currency  position  with  that  of  any  of  the 
Dominions. 
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Taking  the  above  figures  the  position  in  India 
would  be  : 

Currency  Notes   Rs.  1,814,200,000 

Estimated  silver 

rupees  . .  Rs.  3,500,000,000 

Less  held  in  cur- 
rency reserve . .  880,000,000 

  2,620,000,000 

Estimated  total  of  active  and  dor- 
mant rupees  in  India      .  .        .  .  Rs  4,434,200,000 

Sterling  reserves 

Gold  Rs.  243,000,000 

Gold  standard  reserve  .  .  . .  600,000,000 
Empire  Currency  Bills        .  .        .  .  690,000,000 

Rs.  1,533,000,000 


This  gives  a  sterling  reserve  of  about  one-third  com- 
pared with  a  wholly  covered  currency  position  in  the 
other  participating  countries.  Then  there  is  the  dor- 
mant currency  in  India  to  be  taken  into  account.  Its 
amount  is  unknown,  but  according  to  Mr.  Dalai  it  is  "  far 
in  excess  of  active  requirements."  How  or  when  it  may 
operate  is  also  uncertain.  But  some  time  or  other  it 
might  conceivably  prove  an  embarrassing  factor. 

Unlike  the  Dominions  Parity  of  Exchange  with 
India  could  not  be  assured 

In  Britain  and  the  Dominions  participation  in  the 
Empire   Currency  Bill    scheme   must    produce  parity 
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of  exchange  between  the  participating  countries ;  their 
currencies  would  be  wholly  covered  by  the  same 
security,  viz. :  Empire  Currency  Bills  or  gold,  which 
in  turn  would  be  exchangeable  into  the  currency  of 
any  of  them,  and  in  no  other  way  could  currency  be 
obtained. 

Without  laying  too  much  weight  upon  estimates  of 
what  rupees  there  may  be  in  India,  we  obviously  have 
factors  in  the  currency  situation  there  which  are  not 
common  to  the  rest  of  the  Empire.  This  might  cause 
hesitation  as  to  India's  direct  participation  in  the  Empire 
Currency  Bill  scheme. 

Importance  of  Co-operation  between  India 
AND  THE  Commonwealth 

But  it  is  of  the  first  importance  that  there  should 
be  some  form  of  co-operation  between  India  and  the  rest 
of  the  Empire,  important  alike  for  India  and  for  the 
Empire.  I  have  therefore  ventured  to  suggest  that 
co-operation  could  become  effective  in  another  way 
than  by  a  direct  participation  in  the  issue  of  Empire 
Currency  Bills. 

It  will  be  recalled  that  the  Indian  Government  used 
to  sell  Council  Drafts  "  (rupees  for  pounds)  freely  up  to 
a  fraction  over  Is.  4d.  per  rupee  and  Reverse  Council 
Drafts  "  (pounds  for  rupees)  at  a  fraction  under  Is.  4d., 
and  in  this  way  maintained  a  stable  exchange  at  about 
Is.  4d.  for  17  years.  Since  the  fiasco  of  attempting  to 
stabilise  the  rupee  at  2s.  gold,  the  rupee  has  been  allowed 
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to  find  its  own  level  and  is  now  only  a  little  under  Is.  4d. 
Needless  to  say  confidence  has  been  badly  shaken,  but 
the  fact  that  after  its  wild  movements  the  rupee  has 
become  fairly  steady  at  just  a  little  under  Is.  4d.  probably 
points  to  the  psychological  factor  being  again  at  work. 
The  importance  of  this  factor  in  exchange  is  doubtless 
considerable.  There  may  now  be  the  feeling  in  India 
that  what  for  17  years  was  accomplished  could  again  be 
brought  about.  And  surely  it  is  just  here  that  the  rest 
of  the  Empire  could  co-operate. 

Suggested  Sterling  Credit  against  Silver  Rupees 

As  we  have  seen,  India  has  still  a  sterling  reserve  of 
£40,000,000  for  the  express  purpose  of  exchanging  pounds 
for  rupees.  If  in  addition,  an  agreement  were  come  to 
whereby  an  amount  equal  to  what  India's  share  of 
Empire  Currency  Bills  would  have  been,  were  placed  at 
her  disposal  in  the  form  of  a  sterling  credit  to  be  granted 
by  the  Empire  Currency  Bill  Commissioners,  India's 
ability  to  maintain  a  parity  of  exchange  with  the  rest  of 
the  Empire  would  be  helped  materially  and  psycho- 
logically. 

In  view  of  the  important  part  which  the  coined 
rupee  plays  in  the  currency  arrangements  of  India,  this 
credit,  if  availed  of,  should  be  against  coined  rupees  to  be 
held  by  the  Commissioners.  With  regard  to  the  ratio 
things  seem  now  to  point  to  the  old  figure  of  Is.  4d.  This 
would  not  mean  that  the  Commissioners  would  purchase 
coined  rupees  from  the  Indian  Government  at  Is.  4d. 
The  transaction  would  take  the  form  of  a  loan,  equivalent 
rupees  at  Is.  4d.  (which  need  not  necessarily  leave  India) 
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being  held  as  cover.  If  the  credit  or  any  part  of  it  had 
to  be  availed  of,  the  Commissioners  would  increase  their 
sales  of  Empire  Currency  Bills  pro  tanto  so  as  to  provide 
the  pounds.  When  the  need  had  passed  the  loan  would 
be  repaid,  the  rupees  handed  back  to  the  Indian  Govern- 
ment, and  the  sales  of  Empire  Currency  Bills  correspond- 
ingly reduced. 

With  such  a  credit  the  Indian  Government  could 
proceed  to  sell  pounds  for  rupees  and  rupees  for  pounds 
on  the  old  basis  of  Is.  4d.,  with  reasonable,  though, 
because  of  the  mass  of  silver  rupees,  perhaps  not  absolute 
certainty,  of  being  able  to  maintain  it. 

A  Conference 

Of  Conferences  there  have  been  many.  But  this 
question  of  currency  co-operation  appears  to  offer  an 
opportunity  for  the  countries  in  the  British  Common- 
wealth to  take  counsel  together  with  hopeful  results.  If 
such  a  Conference  resulted  in  co-operation  even  between 
Great  Britain  (including  the  Crown  Colonies  and  Egypt), 
Australia,  New  Zealand  and  South  Africa,  with  Canada 
and  India  deferring  their  decision  until  later,  it  would 
assuredly  be  worth  while.  It  would  be  worth  while  not 
merely  for  the  benefits  which  such  co-operation  would 
bring  to  the  participating  countries,  although  these  would 
be  great.  Might  we  not  hope  that  it  would  point  the 
way  whereby  in  due  time  currency  co-operation  could 
also  be  applied  to  the  countries  of  Europe  ?  "  Bear  ye 
one  another's  burdens  "  has  a  world-wide  application. 

5,  Princes  Street,  London,  E.C.  2. 
November,  1922. 


